September 2, 1999

The Honorable James H. Hodges, Governor
and
Members of the South Carolina Resources Authority
State of South Carolina
Columbia, South Carolina

This report on the audit of the financid statements of the South Carolina Resources Authority
for the fiscal year ended June 30, 1999, was issued by Finch, Hamilton & Co., LLC., Certified Public
Accountants, under contract with the South Carolina Office of the State Auditor.

If you have any questions regarding this report, please let us know.

Respectfully submitted,

Thomas L. Wagner, Jr., CPA
State Auditor
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INDEPENDENT AUDITORS? REPORT

Mr Thomas L. Wagner, Jr., CPA, State Auditor
State of South Carolina
Columbia, South Carolina

We have audited the accompanying financia statements of the South Carolina Resources Authority, (?the
Authority?) as of and for the year ended June 30, 1999. Thesefinancial statements are the responsibility of the
Authority? s management. Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on atest basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, aswell as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

The accompanying financial statements of the South Carolina Resources A uthority are intended to present
the financial position, results of operations, and cash flows of only the portion of the funds of the State of South
Cardlina that are attributable to the transactions of the Authority and do not include any other divisions,
instrumentalities or any component units of the State of South Carolina.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the South Carolina Resources Authority as of June 30, 1999, and the results of its operations
and its cash flows for the year then ended in conformity with generally accepted accounting principles.

The required supplementary information (year 2000 issue) presented on page 16 is not a required part of
the basic financial statements but is supplementary information required by the Governmental Accounting
Standards Board, and we did not audit and do not express an opinion on such information. Further, we were
unable to apply to the information certain procedures prescribed by professional standards because we did not
have access to third party information regarding year 2000 stages of work in process or completed at June 30,
1999 and the additional stages of work necessary for making computer systems and other electronic equipment
year 2000 compliant. Consequently, we do not provide assurance that the South Carolina Resources Authority, or
parties with which the South Carolina Resources Authority does business, are or will become year 2000
compliant.

August 25, 1999



BALANCE SHEET

PROPRIETARY FUND TYPE - INTERNAL SERVICE FUND

SOUTH CAROLINA RESOURCES AUTHORITY

June 30, 1999

ASSETS
CURRENT ASSETS
Cash and cash equivalents--Note B $ 10,199,578
Investments--Note C 1,209,419
Accrued interest receivable 331,072
TOTAL CURRENT ASSETS 11,740,069
INVESTMENTS--Note C 31,163,082
BOND ISSUANCE COSTS, net of $167,195 accumulated amortization 391,005
TOTAL ASSETS $ 43294156
LIABILITIES AND FUND EQUITY
CURRENT LIABILITIES
Accrued interest payable $ 428,861
Bonds payable, net of $30,450 unamortized discounts--Note D 1,314,550
TOTAL CURRENT LIABILITIES 1,743,411
BONDS PAY ABLE, net of $353,704 unamortized discounts--Note D 40,956,296
TOTAL LIABILITIES 42,699,707
FUND EQUITY
Retained earnings 594,449
TOTAL LIABILITIES AND FUND EQUITY $ 43294156

See notes to financial statements



STATEMENT OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS
PROPRIETARY FUND TYPE-INTERNAL SERVICE FUND
SOUTH CAROLINA RESOURCES AUTHORITY

Y ear Ended June 30, 1999

Operating revenues

Interest, including $2,850,717 from local government obligation bonds $ 3,303,649
Operating expenses

Amortization of bond issuance costs 18,607

Interest, including $34,715 amortized discounts 3,163,518

Adminigtrative 18,462

TOTAL OPERATING EXPENSES 3,200,587

NET OPERATING INCOME 103,062

Retained earnings at beginning of year 491,387

RETAINED EARNINGS AT END OF YEAR $ 594,449

See notes to financial statements
STATEMENT OF CASH FLOWS
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PROPRIETARY FUND TYPE - INTERNAL SERVICE FUND

SOUTH CAROLINA RESOURCES AUTHORITY

Year Ended June 30, 1999

Cash in-flows (out-flows) from operating activities
Payment of administrative expenses

NET CASH USED BY OPERATING ACTIVITIES
Cash in-flows (out-flows) from investing activities
Purchase of treasury bills
Principal payments received on investments
Interest payments received on investments
NET CASH PROVIDED BY INVESTING ACTIVITIES
Cash in-flows (out-flows) from noncapital financing activities
Principal payments on bonds payable
Bond interest paid
NET CASH USED BY NONCAPITAL FINANCING ACTIVITIES
NET INCREASE IN CASH AND CASH EQUIVALENTS
Cash and cash equivalents at beginning of year

CASH AND CASH EQUIVALENTS AT END OF YEAR

Reconciliation of net operating income to net cash used by operating activities:

Net operating income
Adjustments to reconcile net operating income to net cash
used by operating activities--increase (decrease) in cash flows
Amortization of bond issuance costs
Interest income reclassified to investing activities
Interest expense reclassified to noncapita financing activities

Tota adjustments

NET CASH USED BY OPERATING ACTIVITIES

NOTES TO FINANCIAL STATEMENTS

$ (18462
(18,462)
(234,443)

9,271,000
3,479,089

12,515,646
(1,265,000)
(3,140,965)
(4,405,965)

8,091,219
2,108,359

$ 10190578

$ 103,062

18,607
(3,303,649)
3,163,518

(121,524)
%



NOTEA -

SOUTH CAROLINA RESOURCES AUTHORITY
June 30, 1999
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
General

The financial statements of the South Carolina Resources Authority were prepared in
conformity with generally accepted accounting principles as applied to governmental entities. The
Governmental Accounting Standards Board is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles. The more significant of the Authority?s
accounting policies are described below.

Reporting Entity

The core of the financial reporting entity is the primary government which has a separately
elected governing body. As required ky generally accepted accounting principles, the financial
reporting entity includes both the primary government and all of its component units. Component
units are legally separate organizations for which the elected officials of the primary government are
financially accountable. The primary government isthe State of South Carolina. The Authority was
declared by the General Assembly to be abody politic and corporate and a public instrumentality of
the State. Authority membership consists of members of the State Budget and Control Board, sitting
ex-officio. The State has determined that the Authority is part of the primary government but it is
not legally separate. Therefore, the Authority is not a component unit.

The Authority is a public instrument of the State of South Carolina established by the
General Assembly in 1988 (in Act 682), Chapter 37, Title 11 of the South Carolina Code of Laws, as
amended. In taking that action, the General Assembly found ?. . .a definite need for additiona
sources from which to finance the present and future needs of the people of South Caralinafor the
undertakings authorized by this act? (which are predominantly water supply and waste water
construction and improvement projects).

Under Act 682, the Authority? sroleisto issue bondsto provide the funds needed to finance
water and sewer projects viathe purchasing of local government obligation revenue bonds. If at any
time any local government failsto effect the punctual payment of the principal or interest onitslocal
obligations, the State Treasurer shall withhold from the local government sufficient monies from any
state appropriation and apply so much as is necessary to make the payment of the principal and/or
interest on the local obligation of the government.

The projects are recommended first by the Water Resources Coordinating Council. That
Council? s membership includes a Governor? s representative; the Commissioner of the Department
of Health and Environmental Control; the Director of the South Carolina Department of Natural
Resources; the Director of the State Budget and Control Board? s Office of Local Government; and
the chairmen of the Coordinating Council on Economic Development, the Jobs-Economic
Development Authority (JEDA), the Joint Board Review Committee, the House Ways and Means
Committee, and the Senate Finance Committee. The Governor names the chairman of the Council
from the membership. Act 682 provides that the Council be assisted in its work by staff from
JEDA.



NOTEA -

NOTES TO FINANCIAL STATEMENTS
SOUTH CAROLINA RESOURCES AUTHORITY
June 30, 1999
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES--Continued

Reporting Entity--Continued

An organization other than a primary government may serve as a nucleus for a reporting
entity when it issues separate financia statements.

The accompanying financial statements present the financial position, results of operations
and cash flows solely of the Authority and do not include any other divisions, instrumentalities or any
component units of the State of South Carolina.

The Authority? sfundsare not included in the Comprehensive Annual Financia Report of the
State of South Carolina.

Basis of Presentation

Thefinancial statements present all funds of the Authority. Thefinancia statements of the
Internal Service Fund include the balance sheet, statement of revenues expenses and changes in
retained earnings and the statement of cash flows.

Fund Accounting

The Authority uses fundsto report onitsfinancial position, the results of its operations and
cash flows. Fund accounting is designed to demonstrate legal compliance and to aid financia
management by segregating transactions related to certain functions or activities.

A fund is a separate fiscal and accounting entity with a self-balancing set of accounts
recording cash and ather financial resources, together with related liabilities and residual equities or
balances and changes therein which are segregated to carry on specific activities or attain certain
objectives in accordance with applicable regulations, restrictions or limitations. Separate accounts
are maintained for each fund.

Funds are classified into three categories. governmental, proprietary and fiduciary. Each
category is, in turn, divided into separate ?fund types?. The fund used by the Authority is a
proprietary fund type.

Proprietary funds are used to account for activities similar to those found in private
business, where the determination of net income is necessary or useful for sound financial
administration. Goods or services from such activities can be provided to outside parties (enterprise
funds), to other departments/agencies primarily within the government, or to other governmental
units or not-for-profit organizations on a cost reimbursement basis (interna service funds).



NOTEA -

NOTES TO FINANCIAL STATEMENTS
SOUTH CAROLINA RESOURCES AUTHORITY
June 30, 1999
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES--Continued

Fund Accounting--Continued

The internal service fund accounts for the activities of the Authority inits capacity to issue
its bonds in amounts it determines to be necessary or convenient to provide funds to carry out its
purposes and powers and to pay all costs and expenses incurred in connection with the issuance of
bonds. Section 11-37-60 of the State of South Carolina Code of Laws, as amended, states that ? the
total principal amount of bonds outstanding at any one time may not exceed the sum of sixty million
dollars?.

Basis of Accounting

The accounting and financial reporting treatment applied to a fund is determined by its
measurement focus. Proprietary funds are accounted for on a flow of economic resources
measurement focus.

The proprietary fund is accounted for using the accrual basis of accounting whereby
revenue is recognized when earned and expenses are recognized when incurred. Under this method,
all assets and liabilities associated with the operation of the fund are included on the balance sheet.
Fund equity (i.e., net total assets) is segregated by retained earnings components. Retained earnings
have been designated for the financing of projects recommended by the Water Resources
Coordinating Council, debt service and payment of administrative costs. Proprietary fund-type
operating statements present increases (revenues) and decreases (expenses) in net total assets.

Pursuant to Governmental Accounting Standards Board Statement No. 20, Accounting and
Financia Reporting for Proprietary Funds and Other Governmental Entities That Use Proprietary
Fund Accounting, the Authority has elected to apply only those standards issued by the Financial
Accounting Standards Board on or before November 30, 1989.

Cash and Cash Equivaents

For financia reporting purposes, the Authority classifies cash on deposit in financial
institutions and repurchase agreements as cash and cash equivalents. Repurchase agreements are
classified as cash equivaents in accordance with Governmental Accounting Standards Board
Statement #9 as they are highly liquid securities which present an insignificant risk of change in
values due to changes in interest rates and they have original maturities of three months or less.

Investments
Investments, consisting of local government obligation revenue bonds and U.S. Treasury

Bills, are stated at amortized cost and fair value, respectively, in accordance with GASB-31.
Purchases and sdes are accounted for on the trade date.



NOTEA -

NOTES TO FINANCIAL STATEMENTS
SOUTH CAROLINA RESOURCES AUTHORITY
June 30, 1999
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES--Continued

The State Treasurer hasfull power to invest and reinvest al funds of the Authority in any of
the following:

(1) obligations of the United States, its agencies and instrumentalities;

(2) obligations of the state of South Carolina or any of its political subdivisions;

(3) obligations issued or unconditionally guaranteed by the International Bank for
Reconstruction and Development, the African Development Bank, and the Asian
Development Bank;

(4) obligations of any corporation within the United States, if such obligations bear any of
the three highest ratings of at least two nationally recognized rating services;

(5) certificates of deposit where the certificates are collaterally secured by securities of
the type described in (1) and (2) and held by a third party as escrow agent or
custodian, of a market value not less than the amount of the certificates of deposit so
secured, including interest; but this collateral is not required to the extent the
certificates of deposit are insured by an agency of the federal government; and

(6) repurchase agreements when collateralized by securities of the type described in (1)
and (2) and held by athird party as escrow agent or custodian, of a market value not
less than the amount of the repurchase agreement so collateralized, including interest.

Credit Risks

Credit risks can be associated with the issuer of a security, with a financial institution
holding deposits, or with a party holding securities or collateral. Credit risk exposure can be affected
by a concentration of deposits or investments in any one investment ¥pe or with any one
counterparty.

Credit risk categories are concerned with custodial credit risk. For deposits, thisisthe risk
that the entity will not be able to recover deposits if the financial institution fails or to recover the
value of collaterd that arein the possession of an outside party if the counterparty to the transaction
fails. For investments, credit risk istherisk that the government entity will not be ableto recover the
value of an investment or collateral securities that are in the possession of an outside party if the
counterparty to the investment transaction fails.

For the fiscal year ended June 30, 1999, the Authority classified investmentsinto three risk
categories. Category 1 includes investments that were insured or registered or for which the
securities were held by the Authority or by its agent in the Authority? sname. Category 2 includes
uninsured and unregistered investments for which the securities were held by the counterparty?s
trust department or agent in the Authority? sname. Category 3 includes uninsured and unregistered
investments for which the securities are held by the counterparty, or by itstrust department or agent
but not in the Authority? s name. For the fiscal year ended June 30, 1999, there was no activity in
either Category 2 or 3.

NOTES TO FINANCIAL STATEMENTS
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SOUTH CAROLINA RESOURCES AUTHORITY
June 30, 1999

Bond | ssuance Costs

Legal, printing and other expenses associated with the issuance of the Local Government
Program Revenue Bonds, Series 1989, 1990, and 1991 are being amortized using the straight-line
method over the life of the related bonds.

Bond Discounts

Bond discounts are being amortized over the life of the related bonds purchased or issued
using the effective interest method. Amortization on investment bondsisrecorded asinterest income
and that on bonds payable as interest expense.
Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting

principles requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.
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NOTEB —

NOTEC -

NOTES TO FINANCIAL STATEMENTS
SOUTH CAROLINA RESOURCES AUTHORITY
June 30, 1999
CASH AND CASH EQUIVALENTS AND DEPOSITS

Cash and cash equivalents and deposits are;

Demand deposits $ 23522
U.S. Treasury tri party overnight repos
Yielding 4.80% at June 30, 1999 $ 8,314,078
Yielding 8.50% at June 30, 1999 1,497,127
Yielding 7.75% at June 30, 1999 364,851 10,176,056
$ 10,199,578

The Authority conducts all its banking and investment transactions with its depository bank
and its trustee financial institutions.

All deposits with financia institutions are required to be insured or collateralized with
securities held by the State or its agent in the Authority’ sname. At June 30, 1999, all deposits were
in complaince with this requirement.

INVESTMENTS

Investments are:

U.S. Treasury Billsyielding 4.25% at June 30, 1999
And maturing October 1999 $ 234,443

Local government obligation revenue bonds with effective interest
rates ranging from 6.358% - 8.154% and final maturity dates

ranging from June 2010 to December 2021. $ 32,542,000
Less, amount representing unamortized discounts (403,942)
$ 32,372,501
Maturing within one year $ 1,240,443
Maturing after one year 31,536,000
$ 32776443

Carrying value and market values at June 30, 1999 are the same.

Carrying value and fair value for demand deposits and U.S. Treasury tri party repos, which
are classified within cash equivalents on the balance sheet are the same.

-12 -



NOTED -

NOTES TO FINANCIAL STATEMENTS
SOUTH CAROLINA RESOURCES AUTHORITY
June 30, 1999
BONDS PAYABLE

Local Government Program Revenue Bonds payable at June 30, 1999 are comprised of the
following individual issues:

$16,810,000 Series 1989 bonds due in annual principal installments

ranging from $245,000 to $ 1,130,000 through April 1, 2019. Interest

rates vary from 7.10% to 7.625% paid semiannually (effective interest

rate approximately 7.67%,). $13,890,000

$25,980,000 Series 1990 bonds due in annual principal installments

ranging from $60,000 to $1,715,000 through June 2020. Interest rates

vary from 6.00% to 7.25% paid semiannually (effective interest rate

approximately 7.18%). 22,375,000

$7,940,000 Series 1991 bonds due in annua principal installments
ranging from $65,000 to $555,000 through December 2021. Interest
rates vary from 5.0% to 6.75% paid semiannually (effective interest

rate approximately 6.32%). 6,390,000

42,655,000
Less, unamortized bond discounts (384,154)
Net carrying value $ 42270846

Annua requirements to amortize outstanding bond indebtedness as of June 30, 1999 are as
follows:

Principal Interest
For the year ended June 30:

2000 $ 1345000 $ 3,055,993
2001 1,440,000 2,962,676
2002 1,560,000 2,861,795
2003 1,645,000 2,751,875
2004 1,770,000 2,634,850
Thereafter 34,895,000 20,993,894

Total S 42,665,000 $ 35.261.083

The Authority is obligated for its bond issues, but only from and to the extent of the trust
estate. Bonds of the Authority do not constitute a debt of the State and neither the State? sfaith and
credit nor its taxing power is pledged to their payment.

- 13-



NOTED -

NOTEE -

NOTES TO FINANCIAL STATEMENTS
SOUTH CAROLINA RESOURCES AUTHORITY

June 30, 1999

BONDS PAYABLE--Continued

The trust estate property for securing the performance of the obligations of the Authority

consist of

a

All cash and securities now or hereafter held in the Funds and Accounts created and
established under the Indentures and the investment earnings thereon and al proceeds
thereof (except to the extent transferred from such Funds and Accounts from timeto time
in accordance with the Indentures);

The Local Obligations and the earnings thereon and all proceeds thereof, including al Local
Obligation Payments, subject to the transfer, sale and other disposition of Local Obligations
and Loca Obligation Payments from time to time in accordance with the Indentures; and

Any and all property from time to time hereafter by delivery or by writing of any kind
conveyed, mortgaged, pledged, assigned or transferred as and for additional security
hereunder by the Authority or by anyone on its behalf or with its written consent to the
Trustee, which is hereby authorized to receive any and al such property at any and all times
and to hold and apply the same subject to the terms hereof.

RELATED PARTY TRANSACTIONS

a

The Authority has received some custodial, investment and related services from the State
Treasurer?s Office at no cost.

The South Carolina Jobs Economic Development Authority (JEDA) provides project
investigation and research services to the Authority at no cost. In connection with the
sale/purchase of Revenue Bonds, JEDA also provides application processing services.
Costs for these services are included in bond issue costs.

During the year ended June 30, 1999, no other State agencies provided the Authority or
received from the Authority any other significant services.
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REQUIRED SUPPLEMENTARY INFORMATION
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REQUIRED SUPPLEMENTARY INFORMATION
(Unaudited)

SOUTH CAROLINA RESOURCES AUTHORITY
June 30, 1999

YEAR 2000 ISSUE

“The year 2000 issue” may cause some computer programsto fail and that the failure could seriously
affect an organization’s operations in fiscal year 2000 and beyond. Accordingly, GASB requires state and local
governments to disclose a general description of the 2000 issue as it relates to their organization.

Many computer programs (including mechanical equipment that is dependent on microchip
technology, such as elevators, vehicles, heating systems, etc.) use only two digits to designate the year (e.g., 98
instead of 1998) and will not be able to distinguish between the year 2000 and the year 1900. If the operation of
the systemsis “date sensitive”, and the computer program is not corrected, it might cause the program to process
data inaccurately or to stop processing information altogether. Another factor that may cause problems in
computer programs is that some programs are unable to detect 2000 as a leap year.

The Authority does not have an accounting department, internal accounting system, or any
accounting personnel. All transactions associated with the collection of bond payments, payment of bond
payments and payment of administrative expenses are processed by a third party financia institution. The
Authority does not have access to information regarding the third-party financia institution’ s year 2000 issue stages
of work in process or completed at June 30, 1999, and the additional stages of work necessary for making
computer systemsand other electronic equipment year 2000 compliant (awareness, assessment, remediation, and
validation/testing). Accordingly, the Authority is dependent on this financial ingtitution in dealing with year 2000
issues and cannot provide assurance that the financia ingtitution will be year 2000 ready.
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